STATE OF MAI NE
PUBLI C UTI LI TI ES COMM SSI ON Docket No. 98-781

Cct ober 14, 1998

PUBLI C UTI LI TIES COW SSI ON NOTI CE OF | NVESTI GATI ON
| nvestigation of Standard O fer
Rat e Desi gn

WELCH, Chairnman; NUGENT and DI AMOND, Conmi ssi oners

l. SUMMARY

Through this Notice, we initiate an investigation to
establish standard offer rate design for each transm ssion and
distribution (T&D) utility service area.

11. BACKGROUND

Maine's electricity restructuring law (the Act) requires
that standard offer service be available to all Mine consuners
when retail access begins. 35-A MR S A 8 3212. The Act
directs the Conmi ssion to establish terms and conditions for
standard offer service, and further directs that the service be
acquired for Maine consuners through a Comm ssion-adm ni stered
conpetitive bid process.! On February 11, 1998, the Comnm ssion
provi sionally adopted rul es establishing the ternms and conditions
for standard offer service and the provisions governing the
conpetitive bidding and sel ection process. Order Provisionally
Adopting Rule and Statement of Policy Basis, Docket No. 97-739
(Feb. 11, 1998). Pursuant to the requirenments for ngjor
substantive rules, the Conm ssion submtted the provisionally
adopted rules to the Legislature. The Legislature enacted a
resol ve nodi fying several provisions of the rules. On April 22,
1998, the Commission finally adopted Chapter 301.

Anmong t he issues addressed by Chapter 301 is standard offer
rate design. Specifically, Chapter 301 provides that:

Rates for standard offer service shall be a uniform
per cent age, across and within classes, of each
unbundl ed generation rate el enent of the core custoner
cl asses of the transm ssion and distribution utilities,
as established by the Comm ssion .

Ch. 301, § 2(A)(3).

The Act was | ater anended to allow consuner-owned utilities
to conduct the standard offer bid process for their service
territories. 35-A MR S A § 3212(6).
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Chapter 301 anticipates that these unbundl ed generation rate

el enents will be established pursuant to processes and timng set
forth in a separate rule, Chapter 309, which governs the
unbundl i ng of generation for the purpose of illustrative
unbundl ed bills. Chapter 309 requires the Comm ssion to
establish generation rate elenments for standard offer rate design
prior to August 1, 1999, and allows the Conm ssion to draw from
findings made or information provided in other proceedings, or to
conduct a separate proceeding. This investigation will serve as
the procedural vehicle for setting generation rate elenents for
pur poses of standard offer rate design.

The proceedi ngs for the aforenentioned rules elicited
substantial and constructive input on a variety of policy and
techni cal issues; however, we received little substantive comment
on standard offer rate design. W consider the issue of standard
offer rate design to be significant. It has consequences for
electric rate stability and, possibly, the design of T&D rates,
as well as for the effective operation of the market. W also
expect it to be inportant to potential standard offer providers
in their efforts to match standard offer revenues to underlying
costs. Accordingly, we initiate this proceeding for three
purposes: (1) to provide an additional opportunity for comment on
t he approach to standard offer rate design; (2) to resolve
i npl ementation issues; and (3) to establish unbundl ed generation
rate elenents. In addition to the approach set forth in
Chapter 301, we note and seek comrent on an alternative approach
recently proposed by Central Maine Power Conpany (CWMP) inits
ongoi ng rate proceedi ng, Investigation of Central Maine Power
Company®s Stranded Costs, Transmission and Distribution Utility
Revenue Requirements and Rate Design, Docket No. 97-580, whereby
provi ders, through the bid process, would determ ne standard
offer rate design. W seek coment on the nerits of
provi der-determ ned standard offer rate design vis-a-vis the
adm ni strative approach contained in Chapter 301.

I11. DISCUSSION

As noted above, the Act requires a conpetitive bid process
to select providers for standard offer service in Maine. W
believe this enbodies the Legislature's desire that standard
offer rates be as | ow as possible, but not artificially |ow so as
to foreclose entry into Maine's electricity markets by
non- standard of fer conpetitive providers. |In devel oping
Chapter 301, the Commi ssion reflected two additional objectives.
First, froma customer's perspective, standard offer should
resenble traditional electric service. That is, when T& and
standard offer service and rates are conbined, a custoner should
receive electric service that appears simlar in nany respects to
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current, bundl ed service. Second, the procurenent process for
standard of fer supply should be sinple and allow bids to be
conpared easily and objectively. The extent to which we achi eve
t hese obj ectives depends to a | arge degree on our decisions
regardi ng standard offer rate design.

There are other considerations that may al so be relevant to
standard offer rate design. These include the cost structures of
potential suppliers, how closely rates should track these cost
structures, and the relationship between standard offer and T&D
rate design. W discuss these wthin.

IV. DESCRIPTION OF APPROACHES; REQUEST FOR COMMENT

Chapter 301 provides that standard of fer usage conponents,
and the variance anong conponents and custoner classes, be
determ ned by the Comm ssion. The Comm ssion woul d establi sh,
for instance, whether standard offer custonmers woul d pay denmand
charges, or whether they would pay kWh charges only. The
Comm ssion woul d al so establish the variance, if any, of standard
offer rates fromone class to another. The rationale for this is
twofold: first, it allows the Conm ssion to nanage rate
stability; second, it allows the Comm ssion to eval uate conpeting
standard offer bids objectively. An alternative approach
recently put forward by CVMP in its ongoing rate proceedi ng woul d
| eave this discretion with standard offer providers; potenti al
provi ders woul d propose rate designs, as well as rate levels, as
part of the conpetitive bid process. W describe each approach
in nore detail below and ask for comment on how well each
approach conplies with the objectives set forth above, and on
whet her the approach is reasonably practical to adm nister.

A. Chapter 301 Approach

1. Descri ption

The Chapter 301 approach requires the Conm ssion
to set generation rate elenents for the core custoner classes of
each T&D utility. In effect, these rates are a tenplate for
standard offer rate design. Each standard offer bidder would
propose a single percentage (e.g., 90% or 105% that, when
applied to the tenplate rates, would be its proposed prices for
standard offer service. For exanple, for a T&D utility with the
foll ow ng tenpl ate:

For O ass A $. 0400 per kWwh

For C ass B: $4. 00 per kW
$0. 0250 per kwh
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and standard offer bid of 90% standard offer prices would be:
For O ass A $. 036 per kwh

For C ass B: $3. 60 per kW
$0. 0225 per kwh

The wi nning bid(s) would be determ ned by sinple conparison of

t he percentage anount each bi dder proposed. If nore than one
supplier was chosen to provide service, standard offer rates
woul d be a wei ghted average of the suppliers' bids. W describe
bel ow an adm ni strative approach to establishing standard offer
rate design consistent with the ternms of Chapter 301 and seek
comment on the approach.

To establish the generation rate el enents, the
Comm ssion woul d estimate market - based generati on costs
correspondi ng to applicabl e usage conponents in each core
custoner class of each utility. This is so the structure of
standard offer rates will reflect nmarket generation costs as
cl osely as practicable thereby m nim zing m smatches between
supplier revenues and costs.? This is particularly inportant
gi ven the uncertainty regardi ng custonmer conposition and sal es
| evel s under standard offer. For classes that currently pay only
kwWh charges (no demand charge), generation costs would be
expressed in a kWh charge that comnbi ned capacity and energy.
This would likely include all residential and small conmerci al
custoners. For classes that currently pay for demand and energy
separately, generation costs would al so be expressed separately
as demand and energy. Generally, this will be |arger comrerci al
and industrial (C& ) customers.?

Devel opi ng generation rate el enments as descri bed
above requires three types of data: (1) unit costs for generation
capacity and energy; (2) class demand and energy use patterns, or
| oad profiles; and (3) systemloss factors by voltage |evel of
service. For unit costs, we would use recent historic market
prices in New England for capacity and energy. G ven the
expectation that the NEPOOL product narkets will be operable by
year-end 1998, the clearing prices in the relevant capacity and
energy markets may provi de adequate unit cost data. |If all of
t he product markets are not operable by then, or if they are not

This process deternmines rate structure only. Rate level is
determ ned by supplier bids.

3Mai ne C& custoners typically pay separate kWand kW rates
if their demand exceeds 50 kW kWwh rates only if their demand
does not exceed 20 kW For C& custoners between these points,
the rate structure varies fromutility to utility.
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sufficiently stable, another source of published narket price
data, such as Power Markets Week, would be used. For class
demand and energy use patterns, we would use T&D utility-provided
dat a.

Because of the requirenments of the Comm ssion's
| oad profiling rule, Chapter 321, utilities may have recent data
available in tinme for this purpose; if their |oad research is not
conpl ete, we would use the nost current, avail abl e dat a.
Finally, T& utilities would al so provide their system| oss
factors by voltage | evel of service. These sets of data would
all ow us to devel op generation costs by custoner class and usage
conponent for each T& utility, creating the tenplate for
standard offer rates.

2. Request for Comment

As noted above, the issue of standard offer rate
design attracted little coment in the Chapter 301 rul emaki ng.
Thus, before proceeding to the data gathering phase of this
i nvestigation, we ask for cormment on the approach presently
contained in the Rule, and further described above.
Specifically, we seek corment on how wel|l the approach conports
with the objectives noted in section Il and on how practically it
can be adm nistered. W also invite and seek conment on
alternative approaches consistent with Chapter 301, which would
establish the unbundl ed generation rate elenents differently.
Finally, we ask for coment on the specific itens |isted bel ow

1. How wi || potential standard offer suppliers
perceive/react to the constraints inposed by the approach
descri bed above? WIIl it tend to discourage bidders? WII it

tend to increase standard offer rates relative to approaches
wherein providers set their own rate designs?

2. Are the unit costs for generation descri bed
above appropriate? otai nable?

3. Pl ease coment on to what extent standard
of fer rates should vary by season or tine-of-day.* If standard
offer rates do vary by season or tinme-of-day, should the pattern
conformwi th current bundled electric rates, or with expected
mar ket supply costs? Include coment on possible inplications of
this issue for T& rate design and whether such inplications are
acceptabl e. For instance, a standard offer rate that does not
vary by season could require maintaining or increasing seasonal

By this we are not referring to the total electricity
prices standard offer custonmers will pay, which may refl ect

differentials of T& rates, but only thestandard offer conponent.
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differentials in T& rates to preserve rate stability overall for
standard offer customers. |Is such a result acceptable?

4. Pl ease coment on to what extent standard
offer rates should incline or decline with usage. Are flat or
declining rate structures for standard offer service desirabl e?
Al ternatively, should standard offer rates track the bl ock
structure(s) in current bundled rates? For CWP, should the
standard offer rate design for Rate A follow the block structure
pattern of CVMP's current Rate A? |f so, please comment on the
inplications to standard offer providers, given that the rate
structure may not match suppliers' cost structures. If not,
pl ease comment on the inplications for T& rates. For exanple,
would CVP's T&D Rate A have to incline nore steeply than the
current rate in order to preserve rate stability overall for
standard offer custoners? |I|s such an outcone desirable?
Accept abl e?

B. CVP Proposal ; Variation

1. Descri pti on

In testinony filed in Docket No. 97-580, CWP
proposed an alternative approach to standard offer rate design.
(Updated and Rebuttal Testinony of Paul A Dumais, Lindley S
Peaco and Het hi e Parnesano, June 26, 1998.) As we understand
CVMP' s proposal, suppliers would conpete on a custoner
cl ass-by-cl ass basis to provide standard offer service. Thus,
the bids thensel ves woul d provide a market neasure of the
generation cost for each rate class of the T& utility. Standard
offer service within a T&D service territory could be provided by
several different suppliers; in theory, a different supplier for
each cl ass.

There are aspects of CMP' s proposed approach we
view as preferable to the Chapter 301 approach; there are al so
aspects that raise concerns or questions. An obvious benefit to
CVWP' s approach is that it provides a market neasure of generation
costs by custoner class. Forenost anong our concerns about the
approach is that it would be difficult, perhaps inpossible, to
ensure that standard offer bids are received for all custoner
classes. In addition, carving up utility service territories
could dimnish the attracti veness of Maine's standard offer
mar ket to providers. This market is likely to be valued by
suppliers at least in part because it is (a) |large; and
(b) diverse. Because profit margins in the enmerging conpetitive
electricity market are expected to be small, the size of the
capturable market will |ikely be inportant to suppliers.
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Al so, because suppliers will have an
all-requirenments obligation to serve their share of the standard
of fer load, and because this load will be hard to predict, its
di versity should serve to reduce risks relative to serving
di screte custoner types.® There may al so be increased
adm ni strative conplexity and cost associated with this approach.
Finally, unless the Conm ssion prescribes rate design within
class, if bidders propose different structures they will be
difficult to conpare objectively. Nonethel ess, because of its
positive features, we ask for coment on CMP' s proposal and the
concerns we note above.

Finally, there is a variation on CVW's proposal
that warrants consideration. Suppliers would bid as contenpl ated
by Chapter 301 for the entire standard offer load (or a
per cent age t hereof); however, each supplier woul d propose rates
by custoner class rather than according to a Comm ssion-set rate
design tenplate. To ensure conpatibility with the T& utility's
rate structure and wwth its nmetering and billing capability, the
Comm ssion could prescribe the required or allowed rate el enents
for each customer class, and allow suppliers to propose rates for
each el enent. For exanple, the Comm ssion could require that
suppliers bid kW rates for residential classes, and all ow
suppliers to bid demand and kW rates for |arger commercial and
industrial classes. |If there were advantages to further specify
rate structures within classes, the Conm ssion could do so, such
as by requiring standard offer rates to track current
proportional relationships anong rate elenents within a class.

An approach like this could provide suppliers with nore
flexibility to match expected costs and revenues, while al so

| eaving the Commi ssion with sone ability to manage the pattern of
standard offer rates wi thin classes.

2. Request for Conment

We ask for coment on CMP's proposed approach and
the variation described above. W would find it particularly
hel pful for comrenters to conpare the nerits of these approaches
with the Chapter 301 approach and note their attributes with

respect to the objectives noted in section Il: continuity for
custoners, and sinplicity and objectivity in bidding and
selection. In addition, we ask conmenters to address the

follow ng specific issues with respect to these approaches:

1. How woul d bids reflecting varying rate
desi gns be conpared? Could the |owest overall bid be determ ned
by using a specified set of billing units, such as total billing
units in the prior calendar year? If total billing units are not
appropriate, for exanple, because they may not reflect |ikely

This may be nore true for sone classes than others.
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standard of fer usage, what set of billing units could be used to
conpar e bi ds?

2. If multiple suppliers are chosen, each with a
different rate design, what rates would standard offer custoners
pay? Based on what rates and, nore inportantly, what usage woul d
each supplier be paid?

3. Woul d supplier-proposed rate designs be
likely to track the supplier's expected costs for each class?
Pl ease explain why or why not, as well as the inplications if
rates do not track costs.

I1V. PROCEDURE

We are initiating this investigation pursuant to 35-A
MR S. A 8 1303 and Chapter 110, Part 7. Al electric utilities
inthe State are parties to this proceeding. Interested persons
may file petitions to intervene by October 23, 1998. The
petitions nust state the person's interest in the proceedi ng and
be mailed or faxed to:

Dennis L. Keschl, Adm nistrative Director
Mai ne Public UWilities Comr ssion

242 State Street, 18 State House Station
Augusta, Mi ne 04333-0018

Persons wi shing to nonitor the proceeding by receiving Conm ssion
docunents may request to be placed on the Commi ssion's interested
person |list by notifying the Adm nistrative Director

Comments on the issues raised in this Notice nust be filed
by Novenber 4, 1998. Reply coments nust be filed by
Novenber 16, 1998. After review ng the coments, the Conm ssion
will determne further procedures to conplete this investigation.
Dat ed at Augusta, Maine this 14th day of October, 1998.

BY ORDER OF THE COW SSI ON

Dennis L. Keschl
Adm ni strative Director

COWMM SSI ONERS VOTI NG FOR: Wl ch
Nugent
D anmond



